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From at least the time Adam Smith wrote about it in* The Weslth of Nations” the
“different progress of opulence in different countries’ has been determined by, firgt, the
ability of peopleto provide “plentiful revenue...for themsalves,” and secondly, upon the
provison of “arevenue sufficient for the public services” 1/ Smith’s description of what
we think of today and measure in terms of economic development raises dl manner of
grategic linkages and gaps. One especidly critica gap concernstheissue of value.
Vdueisaprime feedstock of wedth in market economies. Many developing countries
find their indudtries caught in low-cost, low-vaue traps that substantialy explain their
lower-than-desired levels of economic performance. Vaueis created by strategy in
market economies. A country’s economic performance may therefore be understood
partidly asafunction of its ability to conceive and implement strategy. Rich countries
are long on vaue-creating strategies and poor countries are short on them.

Thethesis of this essay is that economic development needs to tap the roots of wedlth by
embracing and adding vaue to commercia Strategy as the means to build socid wedth
and improve living sandards in developing countries.  The definition of this process,
drategic development, isin its gpplication.

Globdization has provided the entrée for strategic development by exposing dl
economies to absolute sandards of productivity. A concern for sustainability highlighted
the time dimension and set the darm clock of development. A focus on Strategic
development adds a supporting dimension to sustainability concerns; it reinforces the
importance of place, thet is, of place relative to globd productivity standards, and the
need to create place value, as it were, in developing countries.

Strategic development offers a possible corrective to the policy-driven approach many
developing countries have followed since independence. This gpproach often has
crowded-out arole for drategy and it has cast government in the role of master Strategist
for the private sector. A difficult role for many governments even on the nationa stage,
the role of drategy assumes daunting new challenges in the era of globalization.

Strategic development is presented as atool to enable developing countries to face these
chdlenges with confidence.

It’s Not Just about Economics, Economic Restructuring, and/or Policy Reform

Current paradigms of national competitiveness hearken directly back to Smith.

Michadl Porter’s paradigm of nationd competitiveness, for example, depictsthe
performance of an economy as afunction of, fird, the ability of firms to implement
sophisticated operations and strategies, and, secondly, upon the support of an enabling
policy environment (emphasis added). 2/ Porter’ s paradigm updates Smith’s by adding
the importance of astable legd, political, and macroeconomic setting for growth. This
paradigm, supported by associated methodological tools, provides the foundation of
drategic development, which is an gpplication of competitiveness theory.

However, to the benefit of its gpplication, strategic devel opment emphasizes not
economics, economic restructuring, policy reform or other areas of debate that sometimes
confound and delay development.  Achieving and sustaining higher leves of

productivity over the longer-term depends upon the extent to which -and how well - the
route to ‘opulence’ ismarked by strategy, and the extent to which strategy is supported
and enabled by policy,



Indeed, if Srategic development had a moitto, it would be “ Strategy before Policy.” In
many developing countries, the policy-driven approach to development, unguided by
strategy, hasresulted in weak and ineffective development ingtitutions that have been
barriers to innovation and set back the clock on development. Strategic development
offers a nortinditutiona, community- based approach to development. Strategy isatool
of empowerment, because it creates wedlth. The wedlth-creating power of strategy is
enhanced by the criticd mass that a Srategicaly focused, extended community of
stakeholders can bring to bear on the exercise of drategic development.

Benchmarking the Fundamentals of Wealth Creation

The misson of drategic development isto help close the gap between strategy and policy
in order to create more wedth and enable more rapid and widdy spread gainsin the
gandard of living in developing countries.

A firg gep in this enabling process involves benchmarking “our industry” and “globd
industry” intermsof strategy and policy, especidly in the areas that represent the bricks
and mortar of development -- technology, research and development, and infrastructure.

Human resources, too, are part of the brickwork, of course, yet primary and secondary
education and other longer-term training programs are not a direct target of Strategic
development. The skills needed in the context of strategic development either are hired
on the open market, acquired by aliance, or most likely drawn from a community’s
exiding pool of tent. Good Strategy is an attractive lure for talent (and investment).
The process of drategic development helps to reveal and create opportunities for growth
that require the immediate gpplication of higher-levd talent, hence basic education fdls
outsde the direct purview of the exercise.

At its most rudimentary level of application, benchmarking smply comparesthe
productivity performance of “our industry” and “globd indugtry, ” again in terms of
strategy and policy. The comparison enables gap analysis, which helpsto establish a
basis for understanding how “globa” firms or groups of them in any particular place
(including cyberspace) are creating more vaue for their customers and themsdlves.

Strategy benchmarking © representsthe first stage of commercid drategizing. Its
purpose isto establish how globa firms create higher levels of vaue, and to quantify
those values so that they may become markers for the upgrading of “our industry.”
Private firms from the same industry or sector working together in clusters lead the
drategizing exercise initidly, and then other stakeholders from other industries, from
government, from “globa industry” and € sawhere are brought into the process on an as-
needed basis. Later, co-leadership emerges between the private and public sectors as
drategic development initiatives forge a strategy-policy team that operates with equa
effectiveness in both sectors. An outside facilitator or catayst is useful to this phase of
the Strategic development process. Various diagnostic tools of business strategy (such as
‘value chain’ andyss) are used to organize and andyze relevant industry information, to
facilitate anadysis of the competitive environmertt.

Policy benchmarking © provides a complementary input to strategy benchmarking and it
begins the process of drategizing the role of the public sector in the context of dtrategic
development inititives. 1t involves an exercise of sysematically reviewing the policy
environment in competing producer countries to determineif there are any policy
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mesasures that may be consstently equated with higher growth rates in sectord or
industry-level productivity in that country or industry. Smilarly, policy benchmarking
tracks regulatory trends in consumer markets to establish how legiddive initiatives there
may open new markets or establish new thresholds of competitiveness performance.
Policy benchmarking can advance the development of amenu of policy options that may
yield some ideas for legidation to advance the didlogue on competitiveness and strategic
development.

Building the Team for Benchmarking and Strategic Development

Benchmarking is approached both as an andlytical exercise and asatool for dialogue. It
provides a source of informed input to the development dialogue. As noted, private firms
working together in clusters are best poised to initiate the process. (And again, an outside
fecilitator or catalyst is often useful to this phase of strategic development.)

Many policy research inditutesin developing countries lack exposure to microeconomic
drategy, as there has been no demand for it in the policy-driven environment in which

they operate, as described above. Hence, policy benchmarking may best be undertaken,
initidly at least, by outside consultants, with input from loca research indtitutes and
academiaas available.

A high-level, respected public officid, representing, for present purposes, policy, usudly
is needed to champion Strategic development in order to establish and promote the
legitimacy of the exercise. Pilot projects at the field level may need thisleve of support,
as the requirements of the strategy generated by the cluster will make demands on
government to provide enabling policy support not just at the regiond level, but aso at
the federa level. Strategic development thus presents the need and opportunity for new
types of teamwork between government and the private sector. This team can represent
an important link in an adminigration’s ability to communicate effectivdy with the

private sector, with investors, with donors, and others.

Trade associations often represent the nucleus of clusters. Clusters tend to be more
effective than associations in Strategic development. Associationstypicaly are sngle-
industry focused, vertically organized, forma bodies focused on delivering services to

their membership. Clugters are ad hoc bodies that tend to include both verticd and
horizonta players from multiple industries. Clugters are formed to help establish

strategic direction and to focus on and advance coordination between strategy and policy.
Clugters are vehicles that help to develop a critica mass (in investments, scale, or
lobbying efforts, for example) that is essentid to achieving competitiveness.

Neither associations nor chambers of commerce typicaly include the more non
traditiond, creetive members of agiven indudry. Thisinhibitsther ability to contribute
to strategic development, which, as noted by implication above, does not involve itself
directly with indtitutional reform, ether a the level of private chambers of commerce or
government ministries.

Clugters have the ability to entice crestive people to be involved with them, because, as
noted, good Strategy is like awdl-baited hook. The importance of cretivity to the
process of strategic development cannot be overdated. Strategy isitself ahighly creetive
process, especidly as it stresses the importance of differentiation, as discussed below.



Benchmarking is vauable to strategic development because it Starts an objective,
drategicaly conceived, and globally referenced diad ogue on development. Strategic
opportunities for cluster investment are scoped-out, as are the policy support measures
that will be needed to induce and secure new investment. Thisgivesriseto aleve of
confidence that, in its absence, partidly explains the chronic under-investment thet isa
feature of most economiesin developing countries. Benchmarking represents an
intermediate and on-going input to the strategizing process.

Strategy and policy benchmarking are pursued by clusters as complementary exercises,
and once the process has been initiated by private firms, the two activities and any people
or other bodies associated with them operate in tandem, on an ad hoc basis. Clusters
represent ameans for changing the basis of competition because they create the
conditions for more effective demand and greater bargaining power.

Thereisatendency to want to indtitutionalize these ad hoc bodies, in the form of
competitiveness councils. The tendency appears to be strongest among donors, where it
is driven more by convenience than by commitment to the underlying exercise. This
compromises and even jeopardizes the process of strategic development because it runs
the risk of restoring government to the role of master strategi<t.

An Introductory Example of Benchmarking

An example may hdp to illustrate how benchmarking may be gpplied in the context of a
strategic development exercise. Consider the case of agroup of firms from one or
possibly severd industries which has benchmarked R& D (research and development) and
established that their combined R& D expenditures are, say, two percent of gross annua
turnover (at whatever rlevant levd, e.g., nationd indudtry, regiond industry, clusters,

efc.) where the absolute standard for R& D among the “globa best” may be fifteen
percent.

Strategy benchmarking provides clusters with a means to understand how the *globa
best” generates higher vaue in the R& D area, and the requirements of generating that
level of R&D productivity in “our industry.”

Thevauesissuesimplict in identifying “the best” will dways involve a subgtantid

degree of subjectivity. Thisisespecidly the case in drategic development exercises,
because the “globd best” may represent not a direct target but a point of departure for the
differentiation exercise that is at the heart of repositioning an economy. As discussed
below, strategy is‘about’ choice.

Smilary, from a public policy perspective, benchmarking may establish not just that the
public sector’s share of R&D funding islow, but so what the public sector may to do
provide amore enabling and competitive environment for firms and indudtries. This may
represent a departure from the norma approach to policy formulation in developing
countries, whereby policies often are implemented absent of knowledge of the effect they
may have had e sewhere.

Benchmarking Global Standards as Tar gets of Development

Benchmarking “globa standards’ and investing in upgrading to those Sandards as a
means to exit low-cost, low-vaue traps may itsaf represent atrap for developing
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countries. Globa standards may represent the “ceiling” for developing countries, yet at
the same time they often represent the “floor” for sophiticated globd players. Targeting
globa standards as a strategy may thus result in astrategy of never-ending catchrup.

Benchmarking the bricks and mortar of development across multiple industries reveds
opportunities for shared public-private investments. Such synergy contributes a highly
positive multiplier effect as regards public resource dlocation. Thisis an effect that
cannot occur when each industry pursues its own agenda. Strategic development seeksto
advance development by concentrating on strategicaly upgrading the * bricks and mortar’
common to severd traditiona and reated indudtries, leading to the development of a
shared platform from which awide range of firms, working ether individuly or in
clusters, may implement their own, more sophidticated strategies. Groups of firms from
one or more indugtries often are prepared to make investments in such enabling
infrastructure (or “externdities” as termed by economists) because, firs, they recognize
how the investment will help them to implement their own higher-vaue srategies, and
secondly, it is understood that the investment will not favor one firm or group of them at
the expense of another. Investments of this nature add positively to loca rivary and help
to build the middle ground in the development gap.

Whereas vaue is afeedstock of wedlth, information isthe feedstock of benchmarking.
The benchmarking undertaken in strategic development initiatives requires arange of
micro-oriented, commercid information thet is not usudly dedlt with in development
exercises. The need for information is multiplied by the fact that strategic development is
ascde-neutra exercise; it may be pursued at any relevant, operative level (nation, region,
or municipdity; industry, ssgment or clugter; smdl or largefirms.) Market information
capabilities need to be strengthened to undertake strategic development exercises.
Building information capailities is often one of the first shared, public-private

investment opportunities that presents itsdlf in the context of srategic devel opment
initigtives

Strategy is about differentiation, and differentiation is about choice. Benchmarking helps
to establish arange of options for differentiation, and in so doing, to indicate any
asociated investments and policies that will facilitate the repogitioning exercise.

The Development Diamond ©

One of the key gods of dtrategic development isto help countries (or regions,
muniapdities, clusters, or other) reposition their economies relative to globa
productivity sandards. Porter’s*nationa diamond of competitiveness’ is most useful to
thisexercisswhen it isitself repogtioned so that the diamond sits on the factor or supply
side. With thisfacet asits base, then the top of the diamond represents globa demand,
and the horizonta axes are, on the left, firm strategy, industry structure and rivary, and
on theright, related and supporting industry. In this new position, Porter’ s diamond thus
becomes the devel opment diamond.

Inits new pogtion, the bottom of the diamond is where the low-cost, low-vaue trgps sit.
The bottom haf of the devel opment diamond is natura-resources heavy, static, and its
chief inputs and outputs (raw or semi-processed materias) are labor denominated.
Growth is dow and investment opportunities are constrained by alack of cash flow.
Upgrading in the bottom haf of the diamond, when it occurs, often provesto be
relatively unproductive because it tends to be driven by socid policy concerns rather than

6



by strategy, and it usudly isinsufficiently funded by the state and does not involve co-
funding from the private sector. Thus, the gap widens, or at least remains afixed and
permanent feature of underdevel opment.

Thetop hdf of the development diamond is dynamic; greater availability of and accessto
capital and technology (made possible, inter alia, by strategy) enable the application of
local knowledge and this specidization, in particular, alows producers and exportersto
get closer to more demanding customers. Knowledgeable producers and knowledgeable
consumers are cause and effect of vaue-creeting partnerships in the top haf of the
diamond.

The bottom haf of the development diamond may be thought of as the *old economy,”
and the top haf asthe “new economy.” As discussed below, strategic development seeks
to simulate growth by enabling traditiond, “old economy” indusiry to merge with and

gain support from the “new economy.”

Competitiveness Platforms © and Pilot Projectsin Strategic Development

On the devel opment diamond, competitiveness platforms are located above the horizontal
axis, in the top hdf of the diamond, closer to the demand side of the market. They

represent, usudly in the form of pilot projects, a cluster’s attempt a repositioning for

higher growth and higher-vaue inputs and outputs. Benchmarking provides the raw

materid for competitiveness platforms

Competitiveness platforms represent the physical manifestation of the teeamwork involved
in strategic development exercises. Having established the requirements of being

globdly competitivein terms of strategy and policy, acluster’s platform will serve asan
gpplication base for strategic development. These platforms are both target and by-
product of any upgrading activities a cluster may agree to invest in upon conclusion and
review of its benchmarking exercise.

Being located toward the top of the repositioned diamond, competitiveness platformswill
be measurably different from non Strategic activities occurring in the same sector. A
platform’ sinputs and outputs will be more capitd and technology intengive, in line with
those of “globd industry.” And asthey are positioned to ddiver higher-vaue products

and sarvices (including contract research) to “globa” aliance partners or other higher-
vaue dientsin the globa economy, competitiveness platforms are poised to attract
investment capital and other strategic inputs from “globa” companies. As pilot projects,
competitiveness platformswill not chalenge exiting quota limitations or other trade
redrictions. The platforms may serve as a base for rolling-out strategic development
initiatives into the larger economy.

Examples of Competitiveness Platforms

A ready example of acompetitiveness platform comes from the jewelry sector. Design
creates vaue in jewdry, and it isavaue that ismissng in the jewery sector of many
developing countries. A design center may represent one component of a
competitiveness platform, yet by itself such a center may not congtitute a competitiveness
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platform. Many adesign center has died for failure to create the other values that must be
in place to support “design.” Competitiveness platforms represent the opportunity to
exploit any “Unique Sdling Propogtions’ (or USPs) present in anindustry. By
themselves, USPs are squandered assets unless they are used as a base upon which
indugtry adds vaue in the “home’ market. Adding vaue and building a competitiveness
plaform in the jewery sector may involve assuring thet intellectud property rightsarein
place and enforced, and that the provision of arange of other high-end trade services are
in place to support a more sophisticated trade — better cutting of stones, more use of
newer technologies to ensure better grading and certification, and other inputs usudly
associated with name-brand jewdry.

Indeed, in the jewery industry, asin other brand-senstive indudtries, strategic
development seeks to enable a clugter to “bring the brand home,” that is, to add value that
presently may not be obtainable in the local market due to an absence of strong linkage
between strategy and policy. “ Bringing the brand home’ to traditiond indudtriesin
developing countries means that any business operating in “our industry” must have
access to the same range and quality of services as those available to the “global best” in
their home market.

Another example of a competitiveness platform comes from atraditiona plantation crop.
A platform in this sector could be based on upgrading standards for blending, grading,
and technicaly specifying raw and semi-processed product. Where officid pricing
policy may not adequately reward quality-conscious producers, the ingdlation of
relatively inexpensive color separation technologies on the factory floor of more
sophisticated processors may enable them to reward higher quaity producers with better
prices, without violating or threatening the officid price policy. Such upgrading may
qudify even the raw product for sdesinto entirdly new markets, where consumers may
demand technically specified products rather than ones that pose a risk because of an
industry’ s reliance on manua grading practices, for example, which create uncertainty
about product purity, integrity or its uniformity. The addition of other upgraded trade
services, such as bar coding, advanced warehouse and freight forwarding technologies
and other trade services may aso be integrated on a competitiveness platform. Such
upgrades occur as aresult of paying attention to strategy, and enabling it with policy;
short of strong linkages between them, traditiond industry is often congtrained to justify
the expense of upgrading.

Thereisacommon strategic thread running through these examples, and indeed,
throughout the strategic development initiative at large — the importance of upgrading and
gpecidization of traditiond industry, and on enabling cross-clugter linkagesto leverage
underlying investments into true Strategic advantage. Severa observations on this theme
are discussed below.

It’s About Differentiation and Creating Value for all Stakeholders

As noted above, drategy is about differentiation. Again to hearken back to Smith, when
he introduced his thinking on economic development and the variability of the wedlth of
nations, it is perhaps sgnificant to note that in one short reference he used the word
‘different’ two times. “Of the Different Progress of Opulence in Different Countries
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(emphasis added). 3/ While many people are under the mistaken impression that
competitiveness equates with “being low cog,” true competitivenessis driven much less
by cost congderations than by innovation and specidization that alows for premium
pricing. Cregting value for al stakeholders -- the key to strategic devel opment — requires
afocus on differentiation.

The globa economy tends to shop for low cost, raw or intermediate productsin
developing countries. This has had the effect of setting in motion a Stuation whereby
developing countries end-up essentialy enabling the competitive advantage of indudtry in
other countries. This often comes at the expense of investing to upgrade and specidize
traditiona indudriesin developing countries.

Like competitiveness, srategic development offers the possbility of changing the basis
of competition. Globdization, according to some people, threatens monoculturaism, yet
a the sametimeit is providing very strong simulus for countries to differentiate.

Consder Thailand, which, having “logt confidence in the globa economy,” was
described in arecent newspaper article as “turning inward,” favoring ‘nativism’ over an
undifferentiated gpproach to the globa economy. 4/ Similarly, sl townsin the
Austraian bush seek to “reinvent” themsdves. 5/ These and myriad other examples point
to the appeal of afocus on srategic development in developing countries and elsewhere.

A Strategy for Strategic Development

Internationa trade theory alway's has been predicated on specidization. Technology and
technologica upgrading are agents of specidization. Competitiveness platforms are
essentialy upgraded technology platforms. Built either as pilot projects, or rolled-out on
alarger scale, these platforms may represent springboards to specidization. Their ability
to fulfill this function is enhanced to the extent that members of the “loca” technology
community are involved in the strategic devel opment process.

Theinformation technology (IT) sector may be regarded as a subset of the “technology”
community. A newer, nontraditiona industry in many developing countries, this sector
tends to attract individuas who have higher levels of education, and more globa
awareness than might be found in other sectors.

Despite these attributes, in many developing countriesthe I T sector isfaling prey to the
familiar pressuresto be “low cost” suppliers of undifferentiated product to the globa
economy. Thetrap isset, but there is an exit Strategy more readily a hand than for other
more traditiond industries in developing countries

A drategy to consder in the context of strategic development involves positioning the I T
indudtry as an enabler of traditiona indudtry, in recognition of technology’s
transformative potentia as an upgrade link between the“old” and “new” economies.
Pairing a“technology” cluster with traditiond clugters, or including “1T” as unit of eech
traditiona cluster, and then undertaking technology benchmarking (akin to strategy and
policy benchmarking) can facilitate broadly-based but tightly focused repositioning of
traditiond indudtriesin developing countries. Theintended effect islike that of alayer
cake, where the deeper one bites, the sweeter it gets; thet is, srategicaly focused,
overlgpping investments in overlgpping infrastructure, technology, and R&D --inthe
bricks and mortar of development --creates aflywhed effect for profitability and hence
helps to bury the development gap.



Universties can beintegra to the strategy. They can undertake surveys of “globa
industry” to determine where vaue is being added by technology *at the top of the
diamond.” Then, working in the cluster with local design firms and traditiona industry
producers and others, they can scope-out how exigting technologies may be reengineered
in the loca market and adapted to support the upgrading and speciaization of traditiona
products, for example. Bidsto build the required applications may be tendered in the
“locd” market, to induce I'T firms and other technology-relaed firmsin the home market
to enable traditiond industry with gpplications and “solutions’ that will help to establish
new price points and new, higher-end products and services.

The intended effect of this strategy isto stimulate production of goods and services that
areglobd in concept, and locd in gpplication, and so begin a new dtrategic didogue with
the globa economy.

Implications

Strategic development may represent a new chapter in the development didlogue. It
favorsarole for clusters, in amove away from other, less strategicaly oriented
approaches to devel opment.

There is ample opportunity for development banks to support the process of strategic
development by “lending better,” for example. Asupgrading is key to the exercise of
drategic development, development banks might be encouraged to lend (and to condition
on-lending) only when any equipment to be purchased is state- of-the-art. Lending or
borrowing for older generation technology, for example, only adds teeth to the trap.

Thereisasmilarly large opportunity for donor assstance in the area of gathering
information on the poorly understood microeconomics of development, and the equally
poorly understood linkages between the micro- and macroeconomics of development.
Strategic Development: Rules of the Road

If there were rules on the highway of strategic development, or on the level playing fied

that it represents, there would be three: Strategy rules; clusterslead; and policy enables.
Firg thingsfird: Let's start anew development diaogue, on strategy.
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